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SUBJECT: STANDARD METHOD OF SETTLEMENT 

1 . SUMMARY: MINISTRY OF FINANCE (MOF) WOULD APPRECIATE BOTH 
CLARIFICATION OF OBSTACLES TO U.S. EXPORTS WHICH U.S. 

BELIEVES ARE PRESENTED BY JAPAN'S STANDARD METHOD OF 
SETTLEMENT SYSTEM (SMS), AND MORE SPECIFIC SUGGESTIONS AS 
TO WAYS IN WHICH THE SYSTEM MIGHT BE EASED (NOT ELIMINATED) 

IN ORDER TO MEET SPECIFIC U.S. PROBLEMS. MORE DETAILED 
STATEMENT OF U.S. CONCERNS REQUESTED BY CLOSE OF BUSINESS 
HERE FRIDAY DEC 2. END SUMMARY. 

2. HIRAO (DEPUTY DIRECTOR GENERAL, INTERNATIONAL FINANCE 
BUREAU, MOF) ASKED FINATT TODAY TO SEEK CLARIFICATION FROM 
WASHINGTON BOTH OF (A) THE OBSTACLES WHICH THE U.S. BELIEVES 
THE SMS POSES TO U.S. EXPORTS TO JAPAN AND (B) SPECIFIC 

STEPS THAT MIGHT BE TAKEN TO RELIEVE PROBLEMS FOR SPECIFIC 
EXPORT SECTORS. HE POINTED OUT THAT INTENSIVE EFFORTS WERE 
CURRENTLY UNDER WAY TO BE RESPONSIVE TO U.S. SUGGESTIONS 
IN THIS (AS WELL AS OTHER) AREAS AND EXPRESSED THE HOPE 
THAT FURTHER CLARIFICATION OF U.S. VIEWS WOULD BE MADE 
AVAILABLE PROMPTLY IN ORDER TO ENABLE THE GOVT OF JAPAN 
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(GOJ) TO BE MORE RESPONSIVE TO U.S. NEEDS. HE HOPED TO HAVE 
RESPONSE THIS WEEK IF POSSIBLE. 

3. BASIC THRUST OF HIRAO'S PRESENTATION WAS THAT THE 
JAPANESE SINCERELY COULD NOT UNDERSTAND WHY THE SMS POSED AN 
OBSTACLE TO U.S. EXPORTS. HE POINTED OUT THAT OF JAPAN S 
IMPORTS, OIL WAS THE ONLY MAJOR SECTOR WHERE FINANCING WAS 
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PROVIDED BY EXPORTERS, AND IMPROVING FINANCING FOR 
JAPANESE OIL IMPORTS WAS OBVIOUSLY NOT WHAT THE USG HAD IN 
MIND. IN OTHER AREAS, EXPORTERS' CREDIT WAS QUITE RARE. 

IN MOST OF THESE CASES IMPORTS ARE FINANCED EITHER BY 
MEANS OF FOREIGN CURRENCY OR YEN LOANS FROM JAPANESE OR FOREIGN 
BANKS TO THE IMPORTER, WHO PAYS THE FOREIGN EXPORTER IMMED- 
IATELY - AND THUS THERE IS NO PROBLEM WITH THE SMS. (BANK CREDIT 
IS EITHER EXEMPT FROM THE FOREX CONTROL REGULATIONS IF IN YEN 
OR COVERED BY PROVISIONS OTHER THAN THE SMS.) IT WAS ALSO 
POINTED OUT THAT THE PURPOSE OF THE SMS WAS TO FACILITATE TRADE 
BY ELIMINATING THE NEED FOR SPECIAL AUTHORIZATION FOR 
THE BULK OF SETTLEMENTS, WHICH TAKE PLACE WITHIN THE GENERAL 
GUIDELINES SET DOWN BY THE SMS. 

4. HAVING SAID THIS, HIRAO INDICATED THAT THE GOJ WAS QUITE 
PREPARED TO DO ITS BEST TO MEET ANY SPECIFIC PROBLEMS THAT 
WE HAVE OR ENVISAGE. HE SAID THAT A FULLER EXPLANATION OF 
THE CONCERNS WHICH LIE BEHIND THE U.S. SUGGESTIONS FOR 
ELIMINATING THE SMS WOULD BE APPRECIATED. FURTHERMORE, HE 
EXPRESSED THE HOPE THAT WE COULD SUPPLY INFORMATION WITH RE- 
SPECT TO SPECIFIC EXPORT SECTORS IN WHICH WE THOUGHT ACTIVITY WAS 
BEING HINDERED BY THE SMS. HE HOPED ALSO THAT WE COULD INDI- 
CATE THE METHOD BY WHICH WE THOUGHT SUCH EXPORTS WOULD 
APPROPRIATELY OR NORMALLY BE FINANCED. WITH THIS INFORMATION 

IN HAND, THE GOJ WOULD DO ITS BEST TO MEET U.S. CONCERNS. 
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5. COMMENT: THE ENTIRE TENOR OF THE CONVERSATION WITH 
HIRAO WAS THAT THE GOJ WOULD BE PREPARED TO DO ANYTHING 
REASONABLE TO ALLEVIATE SPECIFIC U.S. CONCERNS BUT THAT THEY 
NEED TO HAVE MUCH MORE JUSTIFICATION AND DETAIL BEFORE 
REACHING A DECISION. IT WAS ALSO CLEAR FROM THE CONVERSATION 
THAT THEY FOUND THE U.S. CASE FOR ABOLISHING THE SMS WITH 
RESPECT TO IMPORTS LESS THAN PERSUASIVE, ALTHOUGH THEY ARE 
PROBABLY NOT IN ANY CASE PREPARED TO GIVE SERIOUS CONSIDERA- 
TION TO TOTAL ABOLITION. THEY WERE OBVIOUSLY CONCERNED AT THE 
POSSIBILITY THAT, BEING UNWILLING OR UNABLE TO MEET U.S. 
SUGGESTIONS COMPLETELY, THEY WOULD DO SOMETHING AT SOME COST 
TO THEMSELVES AND NO REAL BENEFIT TO THE U.S. FINATT 

ARGUED THAT U.S. SUGGESTIONS WERE IN FACT QUITE CLEAR BUT 
AGREED AFTER CONSIDERABLE DISCUSSION TO TRANSMIT REQUEST 
FOR CLARIFICATION TO WASHINGTON. 

6. EARLIER EMBASSY CABLE TODAY REPORTS SIMILAR 
CONVERSATION WITH FOREIGN OFFICE. 

MANSFIELD 
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